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OFFICE OF REPORTS AFD ESTIMATES, CIA
, FAR EAST/PACIFIC BUANCH

INTELLIGENCE IIGHLIGIITS WO, 51
11 May - 17 May 1949

SECTION I. SUMHARY OF FAR EAST TREMDS AND DEVELOPMEK 18

The US proposal to halt further Japanese reparstion payments isg
expectod to meet strong cpposiltion from other FEC member-neations {pe 2},

Despite British strengthening of Hong Eong'e delenses, no Chinese

((Jomusxiat attempts to seize the Colony are foressen in the nesr future
P 3)e

The problem of gaining Korean endorsement of the intended US troop
withdrawel has besen inoremsed by the recent defecticn of a Coast Guard
vessel (p. 3). Meanwhile, President Rhee has postponed sction on Korean
land reform by returning the bill to the National Aesewbly (p. 4).

In Ghiim, the Communist military advance not only continues but
appears te have sccelerated and the pogeibilidty of & direot thrust down
. to Centon now existe {p. 4). In the face of this threat, the refugee

Nationaliste there ars debating where next to move the remmunts of their
govermment {p. §).

Commonwealth aid to the Burmsse Goveriment may well be used for the

suppression of the insurgent Kerens, rather than for restoration of order
through negotiation {p. 7).

Slow but definite progress in committes talks at Batavie indicates
that a solution to the Indonesian problem is still = possibility (p. 8).

The marginal notetions used in succeedinp sections of Lhis ’?fésekly
("A", "B"_ or "C") indicate the importance of the items in B/FE opinion
with "A" representing the most important. - -

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020010-7

—— —— W ww—




4 S i

Approved For Release 2001/08/, ;'CIA-RDP79-01082A000100020010-7

 SECTION II. DEVELOPMENTS IH\SPECIETEE AREAS
GENERAL

U8 halta Japaneae rqparationa~~The Far Fastern Commigsion, last week, HA"
heard a US proposal to halv further Japaness machinery and squipment
removals for reparations and to 1ift all restriotions on the levels of
Jepanese industry. Simultaneouwsly, SCAP received an order to halt all

- remaining shipments planned under the "advance transfer" program, from

wnich China, Great Britein, the Wetherlands and the Philippines have

reaetved approximately 52,000 tons of former arsenal equipment.

In justif'ying the proposal; tue US pointed out that reparationa
have been predicated on the assumpticn that facilities to be removed
as veperations would be surplus to Japan's pesosful needs. Sinoe Japan
is faoing a tremendous task in attempting to achieve a seli-supporting
economy, it 1s the US view that further reparations would make this task
even mors difficult, if not impOSBib]aa It was further pointed ocut that
- the US is spending $500 million annually for relief and rehabilitation
in addition to cocupation eosts, and that foreipgn aid propgrams would be
Jeoperdized if the burden of Japan eontinues to fall upon the US.

This latest US move is %he oculmination of a series of decisions
gradually liberalizing the US reparations pelicy. In 1946, the Pauley
Commission (concerned more with reducing Jupan's war potmntial than with
economio rehabilitetion) recommended remcvals valued prowar at $740
million. In early 1948, the Overseas Consultants reduced the Pauley
recommendation to $496 million and the Johnston Commitiee, in May 1948,
further reducsd it to $200 milliom.

FEC's continuous fallure to agree on such basic issues as the
division of reparations among claimant nationa, the position of such
external assets ag seizsd plant in Manchuria and allowable levels of
. industrial rscovery, has adversely affected Janan's economic stabili-
zation beseuse industries whose plant was slated for reperations removal
have hesitated either to undertake cupital improvements or to reconvert
for peacetime production. However, since about TC% of the =quipment
earmarked for repsrations is presently in uge, the immediste effect upon
Japan'es production index will be slipght uniil enough raw materials are
avallable to demand the use of the additional equipment. Nevertheless,
removal of this deterrent Lo Japanfs recovery should prove to be of
immediate psycvhological va]ue in US efforts to revive the country's
lethargic coonomy.

Vigorous and sustained opposition to the new proposal can be expected
~ from the majority of the FEC members, especially from Austrelia, Chine and
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the Philippines. The Philippiﬁes' Department of Foreign Affairs has
already drafted a note of protest for submission to the FiiC, and the
Australian Secretary for External Affairs has expressed critioism of
the "unilateral action of the US in defience of the views of the ma jor-
ity of the FEC." 1In view of the intense fesling on the subject, the US
probably will be forced to use its veto power in order to effeat the new
policy.

Future of Hong Kong~-That the Chinese Communist Party will probably npw
Teopen The Hong Rong question and demand that the UX return Mong Keng

ar¢ Kowloon to China ocan be antioipeated, since the CCP doee not repard

trw "unequal treatiss", by which the UK aoquired possession of Hong Ko.ng

en’ a 99-year lease on the Wew Territories, as valid and considers the

British foothold ir Hong Kong an affront to Chinese nationalism, The

British, In turn, have made it clear several times since V-J Day that

they do not intend to relinguish the Colany. On 5 Yay, the UK Minister

of Defense stated in Commons that substantial reinforcements were being
dispatched to Hong Kong.

It is improbable that the CCF will order an aesault on Hong Kong
in 1949, since a stable Hong Xong under British control offers the Com-
munists great advantages in foreign trede, These advantares, however,
will not outweigh Communist nationalistie sentiment in the lomp run and
the return of Hong Kong to China, either through nerotiation or military
action, will prebebly oocour within the next few years.

KOREA

Ship defection edds to Rhee's woes--A wook after the 5 May defection of Ty
Korean lepublic {roops to the North, one of the Republic's larger Coast
Guard vessels sailed into the northern Korean port of Woneon. The vessel

is one of sixteen 260-ton YMS craft turned over to the Korean Govermment
by the US,

Loss of this ship will further compliicate the alrsady knotty problem
of paining Presiden® Rhee's assent to early US troop withdrawel, The
Coast Cuard is the weakest arm of the Korean Security Foresg and Rhee
. feels thet additionsl ships and equipment from the US are s necessary
prerequisite to troop withdrawal. Furthermore, considerable pregsure,
not all officially inspired, ie being exerted in Seoul to postpone troop
withdrawal until: 1) Korean defensive power ie more fully developed;

2) Soviet withdrawal from northern Korea is more certaing and 3) the US

-oonoludes an alliance or military past with Korea offering positive
military protvection.

In view of the demonstrated disloynlty of elements in the Coast
Guard and Army and in the sbeence of positive Ug guarantees of Korea's
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security, it will be most diffiocult for Rhee to convincs the Korean

people that the Seocurity Forces have developed to the point where it
is now posaible to establish an early date for the withdrewml of US

troops.

Rhee sends land bill back to Assembly--~The lonp-sought-for Land Reform wce®
Bill, passed recently by the National Assembly of the Republic of forea,

was returned to that body by the State Council (Rhee's executive cabinet)
for further work on suggested amendments. Since the suggsstions wers

minor in nature, a hint as to Rhee's real reason for delaying impleman-
tation of the Bill may be seen in his spesific recommendation thet effeotive
date of the law should not be the date of the Assembly's "paassare,” but the
date of the State Council®e “"promulgation.” Whatever the motiwe, delay on an
issue as Important as the Land Reform Bill, whils plassing to Korea‘s
conservatives, will not win friends for Rhee among politloslly aware
farmereg. Nor will it weaken the Communists® attack areinst existing land
conditions,

The Land Reform Bill, which provides for the sale to farmers of
some 1,800,000 acres presently held by absentes landlords, is expected to
reduce farm tenancy from 73% at VWJ-Day to an estimeted 10%. Payment to
the landlords will be made immediately in negotiable bonde equiwalent in
value to the instellment payments (in kind) o be nede over o period of
years to the Coverament by the purchasing tensnts. Lend holdings ars
restrioted to a maXimum of 7%-acres per farm family, with certein speciel
orop fields {(orchards, mulberry, and vegetable gardens) exempied.

CHIYA

Cormunlat advence continues--The ourrent Commonist offensive rolled for- RAF
ward or all fronts last woek and appearsd to be on the werps of & new

series of successes; Hankow has been taken, Shanghai is ir imminent

danger of capture, and there are numerocus reports that a thrust deep

intc south Chine is developing rapidly.

Desplte "fierce” resistance by the Mationalist defenders, Communiet
forces continve to move artillery, additional supplies and forces into
position around Shanpghai and have all but isolated the oity. Although
they are now within artillery range of the vital Whangpoo River, sole
remaining sea-outlet from the city, they hawve not yet bepum to shell
river shipping. Food and fuel stocks within the elity, adequabte until
mid-June, are not present cause for alarm. Once the sea approaches are
ocut and ECA shipments helted, however, the isolated sity will face eco-
nomic stransulation if it does not first fall militarily. High ranking
Shanghal leaders are sald to expect that the Wetionalists will abandon
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Shanghei in the near future. They envisage a "Dunkirk™ evacuation from
the south banks of the Yangtsze, east of Wocsung. The sucosssful reen-
actment of Dunkirk seems unlikely for the Wamtionalistswould first have
- %o stabilize the situation west of the Whangpoo River, a remote posgl-
bility. Although subject to some modification from other than military
factors, Communist oocupation of Shanghai should ocour by the end of the
month, or shortly thereafter,

Meanwhile, according to censored news releases from Shanghai, the
Communists are pushing south and southeast from the Chekiang-Fiangsi
Rallroad and have driven as far as Nigtu and Juichin (Communist oapivl
ir 1931) some 230 miles from Canton in southeast Kiangsi, and "enoirs.ed”
fnienysng, in northwestern Fukien, 120 miles from Foochow.

From presently reported positions, Communist Genersl LIU Po-cheng
e2uld launch a two-pronged drive southeast to the Fukien coast, and south
inte Ewangitung--joining forces with Communist guerrillas now holding broad
stretches of rural Kwangtung--and thence to Canton, or veer southwest and
west to menace the retreat of PAI Chung-hsi and cut him off from his poli~
tical and economic base in Ewangsi. It is still too early to discern
exactly where LIU's main effort will be directed, but present indications
suggest Canton. LIU's exact whereabouts for past months have been soms-
thing »f a riddle; it has long been expected, by neutral observers and
Communist propagendists alike, that LIU and his guerrille forces would
lead the eventual Communist push into South China., If LIU is on his way
to Kwangtung, the emergence of any anti-Communist resistance in south
China or unity of anti-Communist efforts elsewhere in China is severely
threatened.

Nationalists debate flight from Canton-—-Frightened by the possibility e
o' a Communist drive on Canton end confused by disastrous factionalism,
Nationalist officials are disousging where to go next, Hitherto, right-
wing leaders have given first consideration to Tawian, already prepared

a8 & final Nationalist refuge. However, growing fear that such a move
would bring withdrawal of recognition by foreign powers is causing reex-
anination of this course, Acting President Li's following, moreover, is
more directly concerned with southwest China than with Teiwan., While LI's
primary interest in Kwangsi might point to Kweilirn as a poassible future
center of resistance, Chungking is likely to be first choiee for wvarious
Nationalist leaders. Althourh the Nationalists might then attempt to
exploit the analogy of the movement to Chungking during the Japanese Var,

" aotually such a move probably would hasten the downfall of Nationalist
Chine.

Meanwhile, Aoting President LI reportedly is preparins for a show-
down with CHIANG Kai~shek over implementation of the latter's assurances
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of non-interference with the Govermment. Althouph CTIANG sent a letter

to Premier II0 Yinpg-chin in answer to LI‘*s request for aotual control of
governmental resources, nearly all the statements made therein were
general and indicated CFIANG's refusal to yield aotual power despite

his present intention not to resume office. However, LI revortedly

plans first to revamp the cabinet and then order shipment of the Govern-
ment's rold reserves from Teiwan to Canton. Apparently awars that Teiwan's
Governor, CHEN Cheng, is unlikely to comply with this instruction or yield
nis office to a new appecintee (such as SUN Li-jen), LI has asked for US
support in effecting CHEN®s removal. Should LI carry on the struggle in
this fashion, the Vationalist split may soon be irreparable.

- LI's apparent intention to appoint YEN Hsi-shan or CHU Cheng to head
2 new oabinet further evidences the low lewel of Nationalist political
fortunes. YEF is the refugee ex-warlord of Shansi, with a long racord of
antagonism to the Fational Government and little prasent influence exocept
poesibly with certain Kwangtung generals. CHU Cheng is a colorless Kuomin-
teng elder, long President of the Judicial Yuan. Despite HO Ying-chin's
continuation in the Defense Ministry and the probable appointment of PAI
Chung-hei as Chief of Staff, the new oabinet, if organized, will be even
less effootive than is the present one,

Hoderate eoconomic policy in Peiping--Communist sincerity regarding the #on
Wehift to the citios® reconstruction program, ennounced for Neorth Chins

in March, 1949, is now fairly evident as & result of Party actions and
dirsctives during April. Omn 23 April, the Peiping Municipal Commitise

of the Chirese Communist Party (CCP) held & meeting with "factory mana-
gers, oompany managers, military representatives and lsbor union directors,”
in which the new sconomic¢ program wes endorsed, application of the policy
was discussed and party workers were warned in strons languacs apainst any
deviation from the program by "mistake or prejudice.” .PENG Chen, Secretary
of the Municipel Committee, promised that the government would protzct
privately-owned industries and improve marketing conditions. PENG aleo
stated that industry would be "directed" by the principle of "lighter

taxes for industries than commercs, for heavy industry then light, and

for manufacturers of dally necessitles than for makers of luxury goods."

He ooncluded by assuring the meeting that, according to Chairman MAOt's
directive, the CCP must "allow profit for both cepital and labor and
maintain good relations....with foreign countries,”

The action of the Communist Miniastry of Industry and Comerce regard-
ing the Xailan Mining Administration (KMA) is e further simmificsnt indie
ocation that CCP politiocal prejudices are subordinate to economio ochjectives
at present, To insure profitable operaticns for the part-British firm, the
CCP promised dsoressed taxes, more transpertation; pit prope from Manciurie

-‘—
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end a disciplined labor force. This attitude appears to be a direct
result of the March policy, since the Communist redio proudly broad-
vast that this was & "typiocal solution" of industrial problems in
North China, and completely in accord with WAO's principles.

~ BURMA

Commonwealth ald problems--The Pritish Embassy in Rengoon has stated "B"
that the nature of the Commonwealth aid promisved to Burma is still un-
decided, but indicated that it would be mainly erms and military equip-

ment, Yo long=term financing is oontempleted, although a small inovonse

in ourrency issue is still being considered, Meenwhile, the Burmese

have been led to believe that Commonwealth assistence will be immedisate

and unquelified and are apparently planning to use the new arms to step

ur action against the Rarens, contrary to the Commonwealth desire for a

negotiated Burman-Karen agreement followed by a major effort arainst the
Communiets.,

In view of this attitude, any Commonwealth effort to impose condi-
tions offers difficulties and the Commonwealth appears to be taking &
calculated risk. If the Commonwsalth reneges on its promise, an unfavore
atle Burmese reaction is certain. If it atbtempte to impose conditions,
on the other hand, bitter Burmese. resentment can be expectad, especially’
amonig the military leaders. Yet unconditional arms supply to the Burnmese
is likely to result in actions inconsistent with Commonwealth wishes and,
worse, much of the materiel might be turned against the Government either
through desertion of Government troops or insurgent raids. One alternative
which offers some slicht hope of success, however, appears to be action by
the Commonwealth Ambassadors in Rangoon {who constitute the medium through
which the aid program is to be implemented)} to bring judicious pressure
upon the Burmese Goverrment to come to terms with the Karens by giving
only token aseistance until the Burmans become more amenable,

Meanwhile, unsettled conditions, coupled with the obvious weakness
of the Burnese Govermment, appear to be encouraging seperatism among the
Shan and Keohin minoritics who inhabit a larpe part of the north and north-
east, Leaders of these people recently met in Bahmo to consider measures
for self-protection during the continued disorders, These leaders have
always been suspicious of Burmese intentions towards them and sre unenthusi-
astic about their status imn the Union of Burma. They are not only soncerned
about their future ggourity, bul probably also believe that they hive cone
tributed far more tc the Burmese Government than they have received in return,
‘he Kachin leaders who attended the meeting are reported to have sgreed to
recruit two battalions for self-defense, while the Shan chisftains agrewd
to strengthen their private armies, There is no indication that these

RSN
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foroes would be incorporated into the Burmese Army, as proposed by
Prics Minister Thakin Nu and the MNinister for Kechin Affairs in Rangoon.

. Regional recruiting of this sort would be a severe blow to the Bur-
mese Government's present plans to raise 10 battrlions of frontier peoples.
Furthermory, while it zeems unlikely that the Shans and Kechins will for-
mally secade from the Unjon, they will probably contiinue efforts to increase
their autonomy at the expense of the Burmese Government and furthor disss~
soclate themselves from the disturbences in central and southern Burme.

INDOMESIA

Progross in Batavia talks-~Although obstacles stand in the vay of exeou~ "B®

ng the terms of the racent preliminary Dutch-Republicn agreenent, the
outiook in Batavia for settlement of the basioc issues covering Republican
restoration and a cease-fire order is good. Committee "One", ocharged with
the problem of returning the Republican administration to the Jogjekarta
Residency, has made considerable progress. To date the major problem of
Committee "One" has heen to schedule the evacuation of some 40,000 civilians
from the area. However, a statement by the Sultan of Jogjakarta, guaran-
teeing personal and material safety for all individuals irrespective of
nationality, 1s expected to reduce the number of prospective svacuees
charply. Aotual evacuation may begin as early as 23 Vay. Committee "Two",
charged with the restoration of "peace and order", has made less nropress.
Dutch and Republicans both are anxious to accelerate the work of this body
and a NI (Republioan Army) of ficer has been assigned aeg an advisor in
order to strengthen the Republiocan position.

Both parties are reported to be cooperating unusually well in carrying
out terms of the apreement. The majority of Dutch departmenis in Batavia,
sontrary to expectations, are giving a strong measzure of support to Van
Roijen, the Netherlands delegate. Dutch-controlled public information
organs, however, have bsen publishing statements which are likely to result
in misunderstandings between the delegations. Van Roijen intendas to correct
this situation and belisves that if the expected progress on implementation
of the preliminary agreement can be continued during lay and June, the con-
ferenoc at The Hegue on a formal agresment may bve held in July.
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